DECEMBER BUDGET S PAYE : IMPACT ON EMPLOYERS ' PAYROLL SYSTEMS 

A Paper Issued by the Inland Revenue 

INTRODUCTION 

1. This Paper outlines proposals for handling the impact of 

December Budgets 1 oh employers' payroll systems. Following 
the Budget in December 1993, it is planned to introduce the 
new arrangements from February /Mar ch^ 1994, to take effect 
from 6 April *1994. * ' * 1 ! • • • 

2. The main impact of the change* for PAYE is to combine the 
present annual coding process which takes place before the 
start of the tax -year and the present^’ Budget coding exercise 

-which normally 'takes place ih G May : / into 'one operation before 
the start* of the tax year. 4 This will 1 reduce costs -for both 
Inland Revenue : -and employers . * ■ ■' f 

3 . Comments dh ; the- proposals should be sent to; . . , : 









Mr P R Miles 
Inland Revenue 
Directorate, Operations 1 
(Operational Policy) 

•Rbom a 64 ; 3A' k “^ 5 _ XSstwr 
•srrso- f sbuth :; West* Wing 7115 Uk - * - 

“^Bush^*H6use - 3 '^ 

; LONDON £ WC2B -4RD 



' /f ■ “■ 






by 3 July ii 1992C 



■ r "* 1 

t > "V tt: 



* 



If it would be -helpful the Inland* Revenue would be happy to 
invite interested representative bodies A to a meeting ^later 
in July to ! discuss responses; 5 * : •' " - ■ ^ 'O'* 



BACKGROUND 



.* C- ? - 3 - ■ 



1 £ 



4. 



A White Paper on Budgetary Reform (Cm 1867)’ was* published on 
10 March 1992. This set out changes to the annual Budget 
timetable, starting in December 1993. The intention - Is that 
a Budget statement will be made in early December 1993, 

containing the taxation proposals for 199 4 1 / 95 . r 

The earlier announcement of tax rates and personal 
allowances (together with car and fuel scale charges) will 
make it possible f to streamline the process of implementing 
Budget^tax changes through PAYEby enabling Inland Revenue 
to combine what, on the present timetable, are two separate 
major co ing exercises. The costs to employers of operating 

systems will similarly be reduced by having to 
handle only one bulk, recoding exercise during the year. 

At present, in mid-January , notices of coding are sent out 

code for the new tax ^ ear has to 
h i? g i ves an opportunity to check the new 

^ d L bef °r ^\ tax year sta ^ts. But, because notices have, 
to be sent out before the Chancellor's Budget, they are 
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based on the income tax rates* and allowances for the current 
year. By the end of March employers are in a position to 
start operating PAYE in, the.newtax- year, . but only on :! the 
basis of the pre-Budget income tax rates and allowances. 



‘.'4 



After the Chancellor's Budget Statement in mid-March, the 
Inland Revenue starts, a second exercise ; jto reflect* the 
, Vi Budget changes . Employers- amend,’ straight forward^ codes using 



j* 



- ,information n sentxto them in -April. Reyised codes for 
: £ individuals where, ;the change is not straightforward are sent 
separately to employers in early May. v? , This means .that the 
whole package of Budget changes cannot be applied until the 
f irst a pay ; day after 1,7 May. , .(backdated to<,6 April) . 



*i J 



8.. 



IZ .1 ,. 1 . ill- ' . '■ fit-"* t:-s- 

a* With j a^Budget^ announced. in r early December /i; it should be 
possibleotOcjimplement^^most of ,the-> changes . from the i start of 
fthe f o 1 lo^ing^t axjy ear , on 6 ’ April *7 \" 7 In, effect-, ,’the .annual 
aha Budget coding' exercises^can .' 3 be merged r into one; ; This— 
will require changes both to inland Revenue and employers' 
systems, which n are ^explained in the .remainder, of ..this paper. 



IMPACT ON PAYROLL SYSTEMS 
Present System 

9 . 
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At the time of the Annual Coding .exercise, coding notices 
for the new tax year are^issued^tq^ employers only where 
individual codes need to be altered ..jj^But in most cases, 
where no notification issrr.eceiyed, a the employer carries 
forward the code for the' current year to the new year (and 
puts it on the cumulative basis where necessary) . 



r At the ; >time pt. jthe^Budget jcgding^exerpise, ^individual 

n-r & .-notices^of changed^codes ^are a is,sued to - employers ; f or ; some 
employees, eg suffix T cases . lCC| But f the f *maj or i-ty-of, -it 
employees' codes with suffixes L, H, P and V are uplifted by 
means of a general authority to employers (on formnP7X)-.aV'A 
brief description of the meaning and use of code suffixes is 



. it- 



;1HJ -attached !v at Annex A. 
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New System , : . ; 

The annual and Budget coding, operations will be combined. 



11 . 
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Wher e . .the .Inland .Revenue .needs . to issue . .revised codes for 
indilvidual, Jejaaployges -for -the new tax : year, these codes will 
:rr^akh -account :H of the .g>ew allowances announced, .in the Budget. 
These .individual .coding notices , irrespective of the prefix 
or suffix (and including suffixes L, H, P and V). will not 
..need to be. uplifted further to reflect the Budget changes. 
They should therefore be implemented by employers at the 
start of , the new. tax year without amendment . 
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But where no individual code notification -is received: 



r *' a** 

s'. 1 s.; 
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a.- the employer will be asked -to uplift suffix L, H, 

P and V codes for the current year by an appropriate 
standard amount as notified oh a new form? P9X in order 
to arrive at the code to be implemented at the start of 
the new tax year; t r as *:j u. 



(KOTE: Employers will need to be 4 : able to distinguish 

these suffix L, H, P and V codes from : : those notified 
individually as described in the previous paragraph.) 



b. in other cases" (egsuf f ix-T etc) ^employers :ii should 
carry forward the current T year code Without amendment , 
as now. . 



-ti 



saw /■ 



K". 



rr.u.r^. 



C! 



As compared with the present system, the only change is that 
suf fix L H , P and • V codes are : to-be upl if ted " only j where ho 
individual notification is- issued bv Inland Revenue ^ 
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Special Cases 
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Where a suffix L, H, P or V code for the new tax year is 
Issued' by ^Inland Revenue f* 1 rtmiis t r hot Be further uplifted by 
the employer^- " ' u;t : \:mi- 

td::.. .in. azlz ■ iji /, «-,■ 

Most suffix - T and' : ^pr ef ix ^^BodWsT w^ill r -ti:suhlly-be ? amehded 
each year by Inland Revenue. But where a notification of a 
new code is not received, the current year code should be 
carried forward to the new year. 



17. There will be no material changes to the timetable for the 
issue to employers of code notifications for the new tax 
year; viz bulk notifications will be completed by about mid 
March and thereafter individual notifications will be issued 
on a daily basis. In every case where an individual code 
notification for the new tax year is issued by Inland 
Revenue, this will be based on the new, post Budget, 
allowances etc and should be used in preference to uplifting 
or carrying forward the code from the current year. 

18. Under the present system, where a new employee starts before 
26 April, the employer can use the code for the previous 
year shown on form P45 Parts 2 and 3 . Under the new system 
the employer will be asked to uplift suffix L, H, P and V 
codes for the previous year shown on the form P45 parts 2 
and 3 (in accordance with the instructions on the form P9X) 
for use in the new year. It is also proposed to extend the 
period under which the code for the previous year can be 
used (and uplifted, where appropriate) to employees taken on 
before 6 July in the new year. 



19. The present P7X procedure will be retained should it be 

necessary to cater for a future Budget taking place later 
than December (either before or after the start of the new 
tax year) , with implementation having to take place part way 
through the new tax year. 
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CHANGEOVER TO DECEMBER . BUDGET 
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Comments on th e-proposals set out above are invited by 
;3 July. 1 . 1992. They will - be taken Into account .when drawing 
up the details of the new scheme. 



"* „ 



21. 



The aim is to issue an advance notice of the new scheme to 
all employers with the Annual Pack in February /March 1993. 

* For Computer Users ^details of , the .nev ; ^arrangements will be 
t issued . K in;aSp^Xng e .1993. -■ , -i - /■ v . ; .i 

22. The main new requirement will be for employers to be able to 
uplift codes . for -the current year .for use in the new year in 
- accordance with instructions on a new .general fora of 
authority P9X. This will be issued with the main annual 
pack of literature in February /March. 
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Under the^lanned ^-timetable ,. ri *th.efc . new, rjfprm PSX^will first be 
iss\ied v ip : F^^a^/.^ajr.ch. r 19 94 ; to .allow x the uplift procedure 
to apply where appropriate from 6 “April 199 47 



SUMMARY 



*r?./ 






24 The^introductipn of f a {December, Budget will enable f new rates 
and allowances to“he operated via PAYE from 6 April 5; 
annually. This will simplify the coding process for 
. employees and Reduce the administrative burden on employers . 
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ANNEX A 



PAYE CODE SUFFIXES 

A PAYE code is normally made up of a number followed by a letter. 
The number is the amount of the net tax allowances to which the 
employee is entitled, omitting the last figure. For example, if 
the allowances are 3445, the code will be 344. 

The most usual suffix letters are: - 

L which shows the code includes the personal allowance 
for those aged under 65 

H which shows the code includes the personal allowance 

for those under 65 plus the married couple's allowance 
for those under 65, or the additional personal 
allowance 

P which shows the code includes the personal allowance 
for those aged 65 to 74 

. V which shows the code includes the personal allowance 
for those aged 65 or 74 plus the married couple's 
allowance for those aged 65 to 74. 

With the letters L, H, P and V, the Tax Office can issue a 
general form of authority to employers to uplift code numbers 
when allowances are changed by a Budget. 

Suffix T is used for all other cases where the code number 
represents the employee's allowances. The employee can also ask 
the Tax Office to use suffix T if he/she does not want the 
employer to know that the suffix should be L, H, P or V. In 
suffix T cases, the Tax Office issues individual notifications of 
changed codes at Budget time. 

Other special codes have either a prefix (eg D, followed by a 
number) or letters (eg BR) . 
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